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without notice in order to serve internal policies. On tke contrary,
the presidential proclamation had expressly reserved the right of
alteration or modification 'as the interest of the United States might
seem to require'.
The opening of a free and unlimited market for gold in the United
States drew heavy shipments of gold from Europe and elsewhere.
The short-run and the long-run causes of this movement must be
distinguished. The most compelling short-term force was the return
of capital to the United States. The amount of funds that had fled
from the dollar during the previous twelve months cannot be pre-
cisely determined, but it certainly amounted to several hundred
million dollars,1 and many exporters of capital only awaited the signal
of devaluation to take their profits on re-import. The reduction of
the New York Federal Reserve bank rate from 2 to 1J per cent, on
the 31st January would in ordinary times have checked the flow
of capital, but on this occasion the tide was far too full to be thus
stayed. The return of American money was reinforced by a consider-
able flow of European capital to Wall Street, bent on taking advan-
tage of the speculative opportunities opened up fay the new policy.
The principal long-term force at work was the fact that the dollar,
at 59 per cent, of its former exchange parity with gold currencies,
was unquestionably under-valued. On the basis of American prices
it was worth a great deal more. Between the beginning of April 1933
and the initiation of the gold-buying policy, commodity prices in the
United States rose by 17 per cent. At the end of January 1934
another 3 per cent, rise had been added. On the generous assumption
that the dollar had been 10 per cent, over-valued before the United
States went off the gold standard, it was worth in January, on the
basis of purchasing power, not 59 per cent, but 75 per cent, of its
former parity. The natural effect of an under-valued currency
would be, of course, to create a favourable balance of trade and
services, which could be liquidated only in gold.
The combination of these short-run and long-run forces kept the
exchange value of the dollar well above its new gold parity, so that
arbitrage transactions in gold became extremely profitable. There
began a commerce in precious metal that did no credit, in the eyes of
1 Tke credit balance of trade of the United States in 1933 was $226,000,000.
To this must be added War Debt payments and earnings on other investments
abroad, to a total of $387,000,000, of set by a debit balance of $420,000,000
for services. Further, she exported $232,000,000 of gold and $137,000,000 of
bonds resold to foreigners. This gave her a total net credit of $562,000,000,
of which only $90,000,000 was liquidated by the return of United States
currency. (Provisional figures.)

